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ABSTRACT

This study investigates how the integrated reporting (IR) framework influences the cost
of equity (COE) among 115 non-financial firms listed on the Indonesia Stock Exchange from
2016 to 2020. The IR disclosure index is developed through content analysis of companies’ an-
nual reports, while COE is estimated using the Capital Asset Pricing Model (CAPM). The find-
ings reveal that higher IR coverage corresponds to an increase in COE in the subsequent year,
indicating that comprehensive disclosure does not immediately reduce equity financing costs.
The findings offer insights for regulators in designing standardized IR policies, for investors in
evaluating informational credibility in emerging markets, and for firms in improving disclosure
practices to enhance market confidence. Future research is encouraged to examine longer post-
implementation periods and element-specific IR indicators.
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INTRODUCTION

In developing countries such as Indonesia,
where Integrated Reporting (IR) adoption remains
largely voluntary, the impact of IR on capital mar-
ket outcomes, particularly the cost of equity (COE),
remains unclear. The cost of equity shows how
much risk investors think a company can handle
and how much they trust it to make money. A firm’s
COE affects its capital structure and investment re-
turns, thereby determining competitiveness in capi-
tal markets [17].

Prior research emphasizes that higher equity
costs constrain investment and performance,
whereas lower equity costs foster growth and inno-
vation. Empirical evidence shows that disclosure
quality [15], financial accessibility [3], and regula-
tory transparency [10] significantly influence firms’
competitiveness and financing costs. Recent litera-
ture further highlights that organizational competi-
tiveness increasingly depends on dynamic capabili-
ties and innovation-based resources. For example,
innovation potential helps businesses do better in
new markets [10], and a culture of sharing knowledge
and going digital helps businesses create long-term
value [27]; [34]. Prior studies also show that Inte-
grated Reporting (IR) enhances informational
transparency for capital providers, affecting both
firm value and financing costs [21]; [2]; [23]; [19].

The global movement toward IR gained mo-
mentum after the 2008 financial crisis, which re-
vealed the limitations of traditional reporting in cap-
turing interconnected financial and sustainability
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risks [30]. The Fourth Industrial Revolution further
strengthened the need for comprehensive corporate
communication. The International Integrated Re-
porting Council (IIRC) released the IR Framework
in 2013 and updated it in 2021 to make it more use-
ful, comparable, and accountable [14]. The Finan-
cial Services Authority (OJK) in Indonesia made
disclosure practices stronger with POJK No.
51/2017, but IR adoption is still optional and varies
from company to company. In developing markets
where information asymmetry is high, voluntary
disclosure is still an important way to improve ac-
countability and trust among stakeholders [30].

Theoretically, IR is anticipated to bolster gov-
ernance by augmenting legitimacy and indicating
long-term value creation [34]. According to signaling
theory, reliable and thorough IR disclosures should
lessen information asymmetry and lower COE. Le-
gitimacy theory similarly predicts that transparent
disclosure strengthens stakeholder trust. However,
these benefits depend heavily on credibility, assur-
ance, and the quality of disclosures. In emerging
markets with voluntary and unaudited reporting
structures, IR may increase uncertainty, create
noise rather than clarity, and weaken its effective-
ness as a market signal.

Relationship to Prior Literature

Empirical findings on the relationship between
IR and COE are mixed. Some studies report that en-
hanced transparency reduces perceived risk and
lowers COE [22]; [12]; [33], consistent with signaling
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theory. However, other evidence, particularly from
emerging markets, shows that IR may increase or
have no effect on COE when disclosures are sym-
bolic, selective, or difficult to verify [18]; [23]. In
these situations, investors might see IR as compli-
cated instead of helpful information, which would
raise risk premiums. Research on ESG and sustain-
ability reporting demonstrates that subpar or for-
mulaic disclosures can intensify uncertainty and
lead to erratic capital market results [18]. These di-
vergent findings highlight the context-dependent
nature of IR's effectiveness, influenced by institu-
tional credibility, enforcement quality, and report-
ing maturity.

IR adoption in Indonesia before 2021 remained
voluntary, heterogeneous, and largely unaudited,
with only around 40 non-financial firms consistently
implementing IR practices [28]. This voluntary en-
vironment results in substantial variation in disclo-
sure quality and limits IR’s credibility as a reliable
market signal. While some studies note that en-
hanced disclosure reduces equity financing costs by
lowering perceived risk [22], others caution that
market responses may not be linear under certain
governance conditions [35]. IR may reduce infor-
mation asymmetry and agency costs when imple-
mented substantively [33]. Based on signaling the-
ory, voluntary disclosure theory, and evidence that
credible transparency reduces risk, this study for-
mulates the following hypothesis:

Hi: Integrated reporting coverage negatively af-
fects the cost of equity capital.

This study provides the first multi-period (t,
t+1, t+2) examination of IR and COE during Indo-
nesia’s voluntary adoption phase (2016-2020). Un-
like jurisdictions where IR is mandatory, Indone-
sian firms adopt IR heterogeneously and without ex-
ternal assurance, creating a unique setting to ob-
serve how capital markets interpret non-standard-
1zed disclosures. Methodologically, this study devel-
ops an IR index based on the ten ITRC guiding prin-
ciples, addressing prior limitations in measurement
approaches. Empirically, the study clarifies whether
IR produces substantive or symbolic effects in
emerging markets with transitional regulatory
structures. Contextually, it provides timely evidence
on how non-financial disclosures are interpreted un-
der voluntary adoption environments, where report-
ing maturity and institutional credibility continue
to evolve.

RESEARCH METHOD
Sampel Selection and Data Collection

The sample consists of 115 non-financial firms
listed on the Indonesia Stock Exchange (IDX) that

published both annual reports and sustainability re-
ports (separate or integrated) during the 2016—2020
period. This period represents Indonesia’s voluntary
Integrated Reporting (IR) adoption phase, before
the introduction of mandatory sustainability report-
ing requirements in 2021. During these five years,
IR practices evolved organically following OJK’s
regulatory encouragement through POJK No.
51/2017, yet reporting remained discretionary,
unaudited, and heterogeneous across firms. This en-
vironment provides a unique empirical setting to ex-
amine the signaling value and credibility of volun-
tary IR disclosures.

Reporting years 2021-2024 were excluded be-
cause IR and sustainability reporting began transi-
tioning into mandatory practice, leading to incon-
sistencies driven by transitional adjustments, de-
layed filings, and COVID-19 disruptions. Including
post-2021 data would generate an unbalanced panel
and bias comparability.

Financial data were obtained from Osiris (Air-
langga University) and Bloomberg, while disclosure
data were extracted from firms’ annual and sustain-
ability reports. Table 1 summarizes the sampling
procedure.

Table 1. Determination of Company Sample

Criteria Sampling Observations
Non-financial, which are listed on 407
the IDX from 2016 through 2020
(-) Companies that do not have com-
plete annual and sustainability re-

ports (separate or integrated) from (292)
2016 through 2020

Companies used as the sample 115
Research Period (2016-2020) 5
Total Observation 575

Variable Measurement

Independent Variable: Integrated Reporting
(IR) Coverage

IR coverage is measured using a principles-
based disclosure index derived from the ten Guiding
Principles of the International Integrated Reporting
Council (ITRC), namely: (1) Strategic focus; (2) Fu-
ture orientation; (3) Connectivity of information; (4)
Stakeholder relationships; (5) Materiality; (6) Con-
ciseness; (7) Reliability and completeness; (8) Con-
sistency and comparability; (9) Governance; (10)
Value creation over time.

Measurement Approach
A binary scoring system (0-1) is applied: 1 =

principle explicitly disclosed in the annual or sus-
tainability report; O = not disclosed. Binary scoring
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ensures comparability across firms with different
report lengths and avoids inflation due to repetitive
or verbose narrative disclosures.

NVivo Based Content Analysis

Content analysis was conducted using NVivo
12 following these steps: (1) Each ITRC principle was
created as a node; (2) Coding was performed at the
paragraph level; (3)A coding dictionary was devel-
oped outlining semantic and thematic indicators for
each principle; (4) The process included two-stage
coder consistency checks to ensure reliability; (5)
Discrepancies were resolved through comparative
validation and review.

IR Index Formula

The IR Coverage Index ranges from 0 to 10,
where higher values indicate stronger and broader
adoption of IR principles.

10
IRCoverage;, = Z Disclosure;
p=1

Dependent Variable: Cost of Equity (COE)

The Capital Assets Pricing Model (CAPM) is
used to calculate the cost of equity:

Kel' = Rf + [ﬁl X (Rm - Rf)]

where:

Ke; Is the expected return on the financial as-
sets of company i. It is the cost of equity of
company i.

R;  Istherisk-free rate of return. The reference
for risk-free rate investment in Indonesia is
the return rate of Indonesian government
bonds.

B;  Is the beta value of the financial assets of
company i.

B;  Covariance/variance
Covariance is the variance of a share’s re-
turn for company i relative to the market’s
return.

Variance is the variance of the market’s re-
turn. The market return is the return of the
Jakarta Stock Exchange Composite Index.

R, Istheaverage return on the capital market,
which in this study is the Indonesian Stock
Exchange (IDX), also known as the Jakarta
Stock Exchange Composite Index.

This method is widely used in capital market
research and is preferred over dividend growth mod-
els due to its ability to capture systematic risk [11].

Robustness Variable: Weighted Average Cost
of Capital (WACC)

To validate the robustness of the IR and COE
relationship, the cost of equity is replaced with

WACC.

Debt; Debt;
N e el Al ey i)
where:
WACC; is the weighted average cost of capital
for company i.
Debt;  is the total book value of debt of com-
pany i
Equity; 1is the total market value of share-
holder capital of company i
After tax cost of debt:

After — tax cost of debt;

Annual interest expense; a
= x
total debt
— tax rate)

WACC provides a broader measure of financ-
ing cost and confirms whether IR influences total
capital costs of equity alone.

Control Variables

Following prior research [5]; [31];[32];[33];[11],
this study includes the following: Firms Size = Ln
total assets; Leverage = total debt/total assets, Prof-
itability = net income / total assets (ROA); Liquadity
= current assets/current liabilities [6]; [11]; Firm
Age = years since establishment [29]; [3]. These var-
1ables control for financial stability, capital struc-
ture, and firm maturity, which influence perceived
risk and COE.

Research Model

To capture immediate and delayed capital
market reaction, three regression models are esti-
mated:

Model 1 (Contemporaneous Effect)

COE; = PotB;1 IR Coverage; + B, Firm Size; .+ f3
Leverage; .+ f, Profitability; .+ fs
Liquidity;, + Bs Firm Age;; + €;,

Model 2 (One year lag)
COE;141= PotB1 IR Coverage;,+ B, Firm Size; .+

Bs Leverage;,+ B, Profitability;,+ PBs
Liquidity;, + s Firm Age; . + &;;
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Model 3 (Two-year lag)

COE; ¢12= PotP1 IR Coverage;+ B, Firm Size; +
ps Leverage;,+ B, Profitability; .+ ps
Liquidity; ; + B Firm Age; ¢ + &;;

The lag models accommodate literature indi-
cating that capital markets may assimilate non-fi-
nancial information gradually due to processing
complexity.

Robustness Models Using WACC

Three additional models replace COE with
WACC to validate the stability of empirical findings:

WACC; .= BotB; IR Coverage; ,+ B, Firm Size; ,+
Ps Leverage; .+ B, Profitability; .+ fs
Liquidity; , + Bs Firm Age; + &;;

WACC; +11=BotB; IR Coverage; ,+ 5, Firm Size; o+
Ps Leverage; .+ B, Profitability; .+ s
Liquidity; , + Bs Firm Age; + &;;

WACC; t1,=BotB; IR Coverage; + 5, Firm Size; o+
Ps Leverage; .+ B, Profitability; .+ s
Liquidity; , + B Firm Age; + &;;

If IR affects firm risk perception, the relation-
ship should persist in both COE and WACC estima-
tions.

RESULTS AND DISCUSSION
Sample Description

The number of observations, mean, standard
deviation, and minimum and maximum values of
the variables in the model are all broken down sta-
tistically in Table 2. The sample for the study com-
prises 575 firm years, as indicated by the findings.
The average IR coverage is 0.435 and the average
COE is 1.210. Table 2 displays the findings.

Based on the IR framework, the minimum
value of the IR coverage score reveals that some
companies in the annual report only covered 0.1% of
the 10 elements of the IIRC framework in 2013,
whereas the maximum coverage reached 37.12%
and the average coverage was 9.316%. This indi-
cates that not all non-financial companies in Indo-
nesia included in this observation have fully em-
braced the IIRC framework. The IR coverage num-
ber undergoes a log transformation due to its high
standard deviation value (greater than 3). The COE
variable's maximum value is 30.10%. The COE var-
iable has a minimum value of -6,200. Indirectly, this
result indicates that investors in the stock market
expect high returns. Given the relatively high

standard deviation of COE, we perform a log trans-
formation.

Table 2. Descriptive Statistics

Variable Mean Median Sz(i Min Max
COE (normal) 10.157 9.700 5.507 -6.200 30.10
COE(Log) 1.210 1.223 0.157 -0.097 1.569
WACC 0.071 0.070 0.041 -0.027 0.244
IR Coverage (nor- 9.316 1.340 10.01 0.100 37.12
mal)

IR Coverage 0.435 0.127 0.813 -1.00 1.570
(Log_IRCoverage)

FirmsSize 23.01 23.00 1.508 17.70 26.59
Lev 0.500 0.483 0.234 0.077 1.989
Profi 0.038 0.034 0.104 -1.050 0.527
Liquid 1.450 1.100 1.215 0.010 8.510
Firm Age 1.142  1.204 0.312 0.000 1.643

Note: The variables under investigation have descriptive
statistics in this table: The Capital Assets Pricing Model
(CAPM) is used to evaluate the cost of equity, or COE. As a
robustness test, the weighted average cost of capital
(WACC) is used to assess the cost of capital (COC). Accord-
ing to the IIRC (2013) framework principles, IR Coverage
uses content analysis ratings obtained from annual and
sustainability reports. ROA is the ratio of net income to to-
tal assets, LEV is the ratio of total debt to equity, and SIZE
is the natural logarithm of total assets. Additionally, the
years since the company's founding are counted to calculate
its age, and the current ratio is used to evaluate liquidity.

Regression Result

The correlation matrix between the independ-
ent and control variables is presented in Table 3.
There is no strong link between the variables, ac-
cording to their findings. Additionally, Table 3
demonstrates that there is no multicollinearity is-
sue since each variable's variance inflation factor
(VIF) is less than 10.

Table 3. Matrix of Correlations

Variable éon 1;111;1 Lev Profit Liquid Ij&lg:
IR Coverage 1.000 0.177*** -0.032 0.039 0.075 0.004
FirmSize 1.000 0.199 0.127 -0.139 0.168
Lev 1.000 -0.383 -0.507 0.146
Profit 1.000 0.149 0.098
Liquidity 1.000 -0.234
Firm Age 1.000
Collinear 1.044 1.150 1.633 1.259 1403 1.099
(VIF)

Note: Table 2 shows the correlation matrix of the variable used in
our main analysis. The value marked with asterisks *** 0.01 sig-
nificance level, ***0.05 significance level, *0.1 significance level, re-
spectively.

The results presented in Table 4 show that the
final panel effects model, which answers the hypoth-
esis, is random effects. The chow test chooses be-
tween a common-effect (pooled least squares) and a
fixed-effect model. Since the p-value is less than 5%,
the Chow test indicates that the appropriate model
is the fixed-effect model. In contrast, the Breusch-
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Pagan test indicates that the random-effect model is
better than the common-effect (p-value 0.0000 is
less than 5%). The Hausman test results also sup-
port this, indicating that the random effects model
outperforms the fixed effects model (p-value
0.253947 higher than 5%).

Table 4. Panel Test

Haus-

Test Chow Breusch-Pa- HeFe.rosce-
test gan Test Test dasticity Test
P- 0.000 0.000 0.2539 P(Chi-
value square(27) >
23,7873) =
Result Fixed Random ef- Random 0.6421

Effect fect effect

Hypotheses and Study Results

The second equation in Table 4 shows that the
disclosure of the adoption of an IR has a significant
positive effect on COE in Indonesia. The observation
period is one year after the adoption of the inte-
grated report. This indicates that after the disclo-
sure of integrated report adoption, companies are
unable to reduce COE. This result is in line with sev-
eral previous studies [25]; [4]; [12]; [23]. Consistent
with recent evidence published in the same journal,
[24] emphasized that ESG disclosure often embed-
ded within integrated reporting practices, enhances
stakeholder confidence and strengthens firm credi-
bility. However, the short-term implementation
costs and complexity of achieving credible ESG and
integrated disclosures may temporarily increase fi-
nancing costs before delivering long-term value cre-
ation. These results suggest that the adoption of IR
practices may directly affect firm performance, but
it involves additional high-cost resources that may
not create value for shareholders in the short term,
but the market will respond to this value creation,
which will affect firm value in the future or in the
long term.

It is important to clarify that the reference to
ES G in this section does not introduce a new varia-
ble into the analysis. Instead, ESG is mentioned
solely to provide contextual alignment with the
broader literature on non-financial disclosure. IR in-
tegrates sustainability-related content including en-
vironmental, social, and governance information,
into a single narrative framework. Thus, prior stud-
ies often position IR within the same continuum as
ESG reporting, where both serve to enhance corpo-
rate transparency, stakeholder assurance, and ac-
countability. The brief mention of ESG, therefore,
aims to reinforce the theoretical reasoning behind
the role of IR as a composite disclosure mechanism,
rather than shifting the focus of the study.

The results go counter to signaling theory. Ac-
cording to signaling theory, businesses may increase
transparency and investor trust by providing the
market with additional information. This should
1deally lower the cost of equity capital. Furthermore,
the results contradict the voluntary disclosure hy-
pothesis, which holds that businesses should volun-
tarily provide more information to lessen the infor-
mation asymmetry that exists between them and
investors and enhance their reputation. The find-
ings indicate that integrated reporting (IR) signals
are not effective in reducing the cost of equity be-
cause the credibility and consistency of IR disclo-
sures in Indonesia vary significantly across firms.
Although signaling theory suggests that more
transparent disclosure should lower perceived risk,
this effect depends on the strength and reliability of
the signal. In practice, many IR disclosures remain
generic, unaudited, and heterogeneous in quality,
leading investors to question their substantive infor-
mational value. As a result, IR fails to operate as a
strong positive market signal that reduces infor-
mation asymmetry. Instead, inconsistent or sym-
bolic disclosures may heighten investor skepticism,
increase uncertainty and cause capital providers to
demand higher returns as compensation for per-
ceived risk. This explains why signals do not trans-
late into lower COE in this study.

Since there may be other influencing factors,
such as increased market uncertainty or excessive
investor expectations after disclosure, which could
cause investors to demand higher returns as com-
pensation for perceived risk, the findings of this
study are not entirely supported by either the sig-
naling or voluntary disclosure theories. These find-
ings should also be interpreted within the context of
the Indonesian stock market. The Indonesian capi-
tal market is characterized by moderate liquidity,
high ownership concentration, and limited minority
investor protection. Under these conditions, volun-
tary disclosures such as IR may be perceived as in-
sufficiently credible to reduce perceived risk. More-
over, IR disclosures remain heterogeneous and are
often unaudited, which weakens their value as reli-
able market signals. As a result, investors may
maintain a higher risk premium despite increased
disclosure, leading to a limited reduction in the cost
of equity.

Recent empirical evidence supports this argu-
ment, demonstrating that the market does not al-
ways interpret additional disclosures positively. For
instance, [13] found that certain types of risk disclo-
sures emphasizing volatility can increase the cost of
equity because investors associate them with
greater uncertainty. Similarly, [20] reported that
ESG reporting may raise the cost of capital due to
the complexity of disclosed information and heightened
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investor expectations. In addition, [9] found that
risk disclosure in Indonesia does not always have a
significant negative effect on cost of capital. Moreo-
ver, its effect is weakened by earnings management
practices, suggesting that additional disclosure can
be interpreted differently by investors depending on
the context of governance and reporting quality.
These findings collectively provide insight that ad-
ditional information is not always received posi-
tively by the market and that increased uncertainty
or investor expectations may, paradoxically, lead to
a higher cost of capital.

The findings in Table 5 further demonstrate a
correlation between COE and control factors, with
COE significantly positively impacted by firm size.
This outcome is consistent with the findings of [33].
According to this research, bigger businesses often
have higher equity costs because of the complexity
of their administration, which might make inves-
tors feel more risk-averse. In contrast, company age
has no discernible effect on COE, as, in developing
markets, the market's assessment of the business's
potential for long-term development is more crucial
than firm age.

Furthermore, liquidity has little impact on
COE. [11] discovered that since other criteria are
more important in assessing risk and anticipated re-
turn, investors do not consider liquidity to be a sig-
nificant risk factor. This conclusion is consistent
with the results of [8], as leverage has no discernible
1mpact on the cost of equity. These findings suggest
that the cost of equity capital is unaffected by inves-
tors' favorable opinions of the company's practices
for controlling leverage and moderate risks.

Another finding in this study is that Return on
Assets (ROA) exhibits a significant negative effect
on the cost of equity. This is consistent with more
recent evidence. [15] found that firms with higher
profitability tend to command a lower cost of equity,
especially when supported by strong risk disclosure
quality. Similarly, [16] emphasized that firms with
higher profitability and stronger disclosure credibil-
ity tend to experience lower costs of equity, as trans-
parent reporting enhances investors’ trust and re-
duces perceived risk. Likewise, [27] highlighted that
in the insurance sector, higher profitability helps re-
duce investor-perceived risk, thereby lowering the
cost of equity. These findings support the notion
that investors perceive profitable firms as less risky,
leading to a lower required rate of return.

The regression results in Table 5 show that the
effect of Integrated Reporting (IR) coverage on the
cost of equity (COE) varies across the three observa-
tion periods. In year t, IR coverage exhibits a posi-
tive but statistically weak association with COE, in-
dicating that the market does not interpret IR as an
immediately credible or risk-reducing signal. In

year t+1, however, the coefficient becomes positive
and statistically significant. This suggests that in-
vestors require an additional reporting cycle to as-
sess the credibility and decision-usefulness of IR dis-
closures. Such a delayed reaction is consistent with
prior capital market literature showing that narra-
tive, non-financial, and principles-based disclosures
are often incorporated into market pricing with de-
lay, particularly in emerging markets where inves-
tors face higher information processing costs and
where disclosure assurance is limited. By year t+2,
the effect becomes statistically insignificant, indicat-
ing that the influence of IR is not persistent and di-
minishes as other firm-level fundamentals and mac-
roeconomic conditions become more salient in shap-
ing investor expectations. Overall, this pattern
demonstrates that IR affects COE through a de-
layed but non-persistent market response.

Table 5. Regression Result of Hypothesis Testing

Independent Dependent Variable
Variable COE; COEw COE2
IR Coverage 0.0117 0.0187* 0.0155
(0.0106) (0.0108) (0.0144)
Firm Size 0.0333***  0.3071***  (0.0391***
(0.0073)  (0.0075)  (0.0083)
Leverage -0.0318 0.0059 -0.0207
(0.0419)  (0.0491)  (0.0608)
Profitability -0.1159* -0.0774 -0.1049
(0.0689)  (0.0744)  (0.0865)
Liquidity 0.0018 0.0026 0.0062
(0.0067) (0.0074) (0.0093)
Firm Age 0.0157 0.0147 0.0377
(0.0313) (0.0362) (0.0435)
Cons 0.4390%**  (0.4749%** 0.2588
(0.1645) (0.1686) (0.1895)
F-test 26.3614 24.905 29.0409
P-value F-test 0.0002 0.0004 5.9761e-
05
Adjusted R2 0.1115 0.1216 0.1549

Notes: The regression findings on the impact of IR Cov-
erage on COE are shown in this table. Parentheses are
used to indicate standard errors. Asterisks denote the
following values: *0.1, ***0.05, and ***0.01 at the signif-
icance levels, respectively.

Taken together, these results challenge the
core predictions of signaling theory and voluntary
disclosure theory, both of which posit that more
transparent and comprehensive disclosure should
reduce information asymmetry and lower the cost of
equity. For signaling mechanisms to operate effec-
tively, disclosures must be perceived as credible,
consistent, and costly to imitate. In Indonesia’s vol-
untary reporting environment, where IR is unau-
dited, heterogeneous across firms, and often pre-
sented in generic or symbolic form, these credibility
conditions are only partially met. As a result, IR fails
to function as a strong positive signal that reduces
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perceived risk. Instead, investors may interpret IR
disclosures as noise or symbolic compliance, partic-
ularly when the quality, specificity, or verifiability of
information varies considerably across firms.

This interpretation aligns with the disclosure
credibility and information-usefulness perspectives,
which argue that disclosure does not automatically
reduce risk; instead, the market responds nega-
tively or neutrally when the credibility, consistency,
or economic relevance of such information is uncer-
tain. In settings with weak enforcement, concen-
trated ownership, and limited protection for minor-
ity shareholders, conditions typical in Indonesia, ad-
ditional disclosure may even heighten uncertainty.
This theoretical view is reinforced by prior empirical
evidence showing that non-financial disclosure can
increase COE when the information is complex, dif-
ficult to verify, or perceived as symbolic rather than
substantive. For example, [13] finds that risk-re-
lated disclosures may elevate risk perceptions, while
[20] documents that ESG reporting can raise financ-
ing costs when investors view the information as
complex or lacking assurance. Similar evidence in
Indonesia indicates that disclosure quality and gov-
ernance context shape whether additional infor-
mation lowers or raises the cost of capital [9].

The findings also show that firm size is posi-
tively associated with COE, consistent with the ar-
gument that larger firms engage in more complex
operations, increasing perceived risk. Meanwhile,
profitability demonstrates a negative association
with COE, aligning with the notion that investors
perceive more profitable firms as less risky. Other
controls (liquidity, leverage, and firm age) do not ex-
hibit consistent significant effects, suggesting that
the market places greater weight on profitability
and operational complexity when assessing equity
risk in this context.

Overall, the delayed and positive IR and COE
relationship documented in this study provides em-
pirical support for the notion that IR operates as a
symbolic rather than a substantive disclosure mech-
anism in Indonesia during the voluntary (pre-man-
datory) adoption phase. This outcome reinforces the
research gap identified in the introduction; although
IR is theoretically designed to reduce information
asymmetry and enhance investor confidence, its ef-
fectiveness depends critically on disclosure credibil-
ity, assurance, and reporting maturity. In an emerg-
ing market with heterogeneous implementation
and limited enforcement, IR does not generate the
risk-reducing benefits predicted by signaling or vol-
untary disclosure theories. Instead, it may create
additional uncertainty, leading to a higher cost of
equity, at least in the short term. These findings
help explain the inconsistent results in prior IR and
COE literature and highlight the importance of

institutional context when evaluating the capital
market consequences of IR adoption.

Table. 6. Robustness Test Result

Independent Dependent Variable
Variable WACC: WACCit1  WACCi2
IR Coverage 0.0044 0.0074%** 0.0052
(0.0028) (0.0029)  (0.0039)
Firm Size 0.0032 0.0034 0.0059***
(0.0019) (0.0021) (0.0023)
Leverage -0.0297*** -0.0227*  -0.0364**
(0.0108) (0.0135)  (0.0163)
ROA -0.0068 -0.0098 -0.0172
(0.0174) (0.0200) (0.0228)
Liquidity 0.0012 0.0008 0.0017
(0.0017) (0.0020)  (0.0025)
Firm Age 0.0002 0.0147 0.0107
(0.0083) (0.0362) (0.0118)
Cons 0.0145 0.0039 -0.0609
(0.0445) (0.0483)  (0.0513)
F-test 17.3099 14.2493 17.7236
P-value F-test 0.0082 0.0269 0.0069
Adjusted R2 0.0873 0.0865 0.1223

The following significance levels are noted: ¥***0.01, **0.05,
and *0.1. Parentheses are used to indicate standard errors.

Table 6 displays the statistical findings regard-
ing the impact of IR score adoption on capital ex-
penses. The three equations' results agree with Ta-
ble 4's findings. The cost of capital is much improved
by IR adoption disclosure, as shown by the second
equation. To sum up, Table 6's findings demonstrate
that this study's statistical findings are solid.

This research offers further proof that infor-
mation sharing, in line with the IR paradigm, only
slightly decreases COE. Information on the IR
framework has not always been disclosed, as Table
6 illustrates. This is because Indonesia does not
have a uniform regulatory framework that man-
dates that businesses use the IR framework. The
cost of equity, on the other hand, usually stays at
10%. This circumstance may help explain why IR
coverage has little effect on the cost of equity. At a
one-year lag, this association is substantial, but it is
also relatively small.

Table 7. Result of Two Sample Assuming Equal Variance
T-Test

Period 2016 2017 2018 2019 2020
IRCov- 9.23 9.78 10.1 7.35 10.12
erage
p-value 0.3413  0.7869  3.622E- 2.913E-
paired 09*** 09***
sample
t-test
COE 9.7817 102809 10.0443 10.4565 10.2217
p-value 0.056* 0.4078  0.0974*  0.6328
paired
sample
t-test

Notes. *0.1, **0.05, and ***0.01 significance levels, respectively.
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The descriptive trends and paired sample t-
test results in Table 7 provide additional contextual
evidence supporting the regression findings. Alt-
hough IR coverage shows fluctuations across the
five-year period, the changes are not uniformly up-
ward, and disclosure intensity varies considerably
among firms. The decline in IR coverage in 2019 re-
flects the onset of the COVID-19 pandemic, which
disrupted reporting processes and reduced firms’
ability to provide complete, forward-looking narra-
tive disclosures. In 2020, however, IR coverage in-
creases sharply, driven by firms’ attempts to com-
municate resilience strategies, risk management re-
sponses, and stakeholder engagement during the
crisis. This pattern suggests that IR is used reac-
tively in Indonesia, strengthened mainly during pe-
riods of heightened uncertainty rather than as a
consistent strategic communication tool.

The COE values exhibit a relatively stable
movement across 2016—-2020, remaining close to the
10 percent range. The lack of substantial year-to-
year changes indicates that the Indonesian capital
market does not interpret IR disclosures as suffi-
ciently credible to alter perceived risk at the aggre-
gate level. Even though IR coverage increased in
certain periods, investors did not respond with a cor-
responding reduction in financing costs. This stabil-
ity is consistent with the regression results showing
that IR’s influence on COE is neither immediate nor
persistent, and that its magnitude is limited com-
pared with firm-level fundamentals.

From a theoretical perspective, these findings
reinforce the argument that IR operates as a sym-
bolic disclosure mechanism during the voluntary
adoption phase in Indonesia. While signaling theory
predicts that increased transparency should lead to
lower perceived risk and thus lower COE, the em-
pirical pattern in Table 7 suggests otherwise. The
inconsistency and reactive nature of IR disclosure
may prevent investors from forming strong expecta-
tions about the informational value of IR. Further-
more, voluntary disclosure theory highlights that
firms may disclose information strategically, partic-
ularly during periods of external pressure such as
the pandemic, which may amplify rather than re-
duce perceived uncertainty.

The fluctuation in IR coverage also demon-
strates the credibility gap emphasized in the intro-
duction: where reporting lacks standardization and
external assurance, investors may struggle to differ-
entiate substantive disclosures from symbolic ones.
As a result, the market may not reward firms with
lower perceived risk, even when disclosure intensity
increases. Rather, investors may interpret in-
creased disclosure during crisis periods as a reac-
tionary response or as evidence of heightened risk,
consistent with the information usefulness and dis-
closure credibility perspectives.

Finally, the paired t-test results show signifi-
cant differences in IR coverage in several year-to-
year comparisons, particularly 2018-2019 and
2019-2020, indicating structural changes in disclo-
sure patterns. These shifts, however, do not trans-
late into significant reductions in COE. In fact, some
periods with increased IR coverage correspond with
higher COE (e.g., 2019), underscoring the central
finding of this study: IR, under voluntary, heteroge-
neous, and unaudited conditions, does not reduce
equity financing costs and may even contribute to
increased investor uncertainty.

Overall, the evidence from Table 7 strengthens
the conclusion that IR’s capital market effects in In-
donesia are limited and context-dependent. The
findings highlight the importance of regulatory en-
forcement, disclosure assurance, and reporting ma-
turity in shaping whether IR can function as a cred-
ible mechanism for reducing information asym-
metry and perceived risk.

General Discussion and Implications

The overall empirical evidence from this study
indicates that Integrated Reporting (IR) disclosure
is associated with a higher cost of equity (COE), par-
ticularly in the t+1 period, contrary to the initial hy-
pothesis that IR would reduce perceived risk. This
pattern provides meaningful insight into how volun-
tary non-financial disclosure operates in emerging
markets such as Indonesia, where institutional
credibility, enforcement structures, and disclosure
assurance remain limited. From a theoretical stand-
point, the findings suggest that the mechanisms
predicted by signaling theory and voluntary disclo-
sure theory do not fully materialize in contexts
where the quality and credibility of disclosure vary
substantially across firms. Signaling theory posits
that firms provide credible information to reduce in-
formation asymmetry; however, in Indonesia’s vol-
untary environment, IR disclosures remain largely
unaudited, heterogeneous, and occasionally sym-
bolic. As a result, investors may not interpret IR as
a strong or reliable signal of lower risk. The positive
IR and COE association therefore alighs more
closely with information credibility theory and infor-
mation overload theory, which argue that disclo-
sures lacking verification or consistency can in-
crease perceived uncertainty rather than reduce it.

The results are also consistent with the legiti-
macy symbolism perspective, which suggests that
firms may adopt IR to signal responsible governance
without necessarily providing substantive infor-
mation. When disclosures are symbolic or largely
narrative, investors may treat them as noise, lead-
ing to higher rather than lower required returns.
This mechanism helps explain why IR does not



38 JURNAL AKUNTANSI DAN KEUANGAN, VOL. 28, NO. 1, MAY 2026: 30-41

produce a contemporaneous effect in year t and why
the significant impact occurs at t+1; investors re-
quire additional time to interpret, validate, and as-
sess the credibility of the information disclosed. The
lag structure (t, t+1, t+2) provides further insights.
The absence of a contemporaneous effect indicates
that IR is not immediately priced by the market,
likely because non-financial disclosure demands ad-
ditional processing time, especially in markets with
low familiarity and limited analyst coverage. The
significant effect at t+1 reflects a delayed assimila-
tion period, consistent with market reaction theory,
which posits that investors in emerging markets re-
spond more slowly to complex or unfamiliar disclo-
sures. By t+2, the effect dissipates, suggesting that
IR does not exert a persistent influence on perceived
risk. This temporal pattern reinforces the argument
that IR functions as a short-term informational
shock rather than a stable risk-reducing mecha-
nism in Indonesia’s voluntary adoption period.

These findings collectively address the concep-
tual and empirical gaps identified in the introduc-
tion. The study demonstrates that IR does not auto-
matically reduce the cost of equity, particularly
when disclosed under conditions of weak assurance,
limited reporting maturity, and inconsistent adop-
tion. Instead, IR may increase perceived uncer-
tainty, highlighting the importance of contextualiz-
ing theoretical expectations within country-level in-
stitutional environments.

Practical implications also emerge from the re-
sults. For firms, the findings indicate that adopting
IR does not guarantee lower financing costs in the
short term. Firms must ensure that disclosures are
consistent, material, and supported by credible as-
surance mechanisms if they seek to achieve the the-
oretical benefits predicted by signaling theory. For
regulators such as OJK, the evidence suggests that
mandatory guidelines, enhanced assurance stand-
ards, and clearer reporting frameworks may be nec-
essary to strengthen the credibility and usefulness
of IR. Without regulatory alignment and enforce-
ment, voluntary disclosure may fail to deliver its in-
tended capital market benefits.

Finally, the results offer important implica-
tions for investors. The lack of immediate or persis-
tent effects indicates that investors remain cautious
in interpreting voluntary non-financial disclosures.
This reinforces the need for analysts and institu-
tional investors to incorporate firm-level disclosure
quality assessments when evaluating risk.

Overall, the study advances the literature by
demonstrating that IR’s effect on COE is not univer-
sal but highly dependent on institutional quality,
disclosure credibility, and market maturity. These
insights enrich theoretical understanding and pro-
vide a foundation for future research exploring

assurance mechanisms, cross-country comparison,
and investor-level responses to integrated reporting.

CONCLUSION

This study analyzes 575 firm-year observa-
tions of Indonesian non-financial companies from
2016 to 2020 to examine the effect of Integrated Re-
porting (IR) coverage on the cost of equity (COE).
The findings show that, although IR adoption signif-
icantly influences COE, it does not reduce financing
costs in the short term. Instead, the delayed and
positive effect observed in the t+1 period suggests
that investors require additional time to assess the
credibility, completeness, and relevance of volun-
tary IR disclosures. These results confirm that IR
has not yet functioned as an effective mechanism for
reducing information asymmetry in Indonesia’s vol-
untary reporting environment. Theoretically, the
findings demonstrate that the expectations of sig-
naling theory and voluntary disclosure theory do not
fully materialize when disclosure credibility, assur-
ance, and standardization remain weak. IR disclo-
sures that are heterogeneous, unaudited, or sym-
bolic may increase rather than reduce perceived
risk, thereby elevating the required rate of return.
This study therefore reinforces the importance of in-
stitutional context in shaping the market conse-
quences of IR and contributes empirical evidence
that voluntary IR adoption may generate informa-
tional uncertainty rather than clarity in emerging
markets.

Practically, the results provide important im-
plications for firms and regulators. Companies
should strengthen the structure and consistency of
IR disclosures, integrate IR with internal risk man-
agement processes, and invest in digital reporting
systems to enhance data quality. Regulators such as
OJK can improve disclosure effectiveness by issuing
standardized IR guidelines, enhancing monitoring
mechanisms, and gradually introducing assurance
requirements to increase disclosure credibility.
Strengthening these institutional supports is essen-
tial for IR to evolve into a value-enhancing tool that
lowers financing costs and promotes long-term
transparency.

This study has several limitations. The IR in-
dex uses aggregate disclosure across the ten IIRC el-
ements without item-level identification, which may
influence the observed relationships. Future re-
search could examine each IR element individually
or incorporate disclosure quality and assurance
level as moderating variables. Additionally, the
study focuses solely on Indonesian non-financial
firms; comparative studies across countries with
mandatory IR (e.g., South Africa) and voluntary IR
(Southeast Asia) would provide broader generalizability.
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Exploring investor-level reactions or analyst fore-
cast accuracy may also offer deeper insight into how
markets process IR information.

Overall, this study contributes to the literature
by providing the first multi-period evidence on the
IR and COE relationship in Indonesia during the
voluntary adoption phase. The results highlight the
importance of credibility, standardization, and insti-
tutional maturity in determining whether IR can ef-
fectively reduce perceived risk and enhance capital
market efficiency.

Implications for Research, Practice, and
Society

This study contributes to the literature by
demonstrating that Integrated Reporting (IR) does
not automatically reduce the cost of equity in emerg-
ing markets where disclosure credibility and insti-
tutional maturity remain limited. The findings ex-
tend signaling theory and voluntary disclosure the-
ory by highlighting the conditions under which dis-
closure may increase rather than decrease per-
ceived risk. The multi-period design (t, t+1, t+2) con-
tributes methodologically by demonstrating the de-
layed and non-persistent nature of market reactions
to IR. Future research may build on these insights
by incorporating assurance quality, information
asymmetry, or governance characteristics as moder-
ating variables and by comparing voluntary versus
mandatory IR regimes across countries.

For companies, the findings highlight that IR
adoption alone is insufficient to generate lower fi-
nancing costs. To enhance IR’s signaling effective-
ness, firms must improve disclosure credibility
through consistency, completeness, integration with
risk management systems, and stronger internal
controls. Firms that wish to benefit from IR should
invest in data quality, digital reporting tools, and re-
liable sustainability measurement systems. For in-
vestors and analysts, the findings emphasize the
need to critically evaluate the quality, not merely
the presence, of IR disclosures when assessing risk
and pricing capital.

The study offers relevant insights for regula-
tors such as OJK and Indonesian standard-setters.
The positive IR and COE relationship indicates the
importance of introducing clearer reporting guide-
lines, harmonizing IR requirements with global
frameworks, and gradually implementing inde-
pendent assurance mechanisms. Strengthening
standardization and oversight will enhance disclo-
sure credibility, reduce information asymmetry, and
support the development of a more transparent and
efficient capital market. Regulators may also use IR
to align corporate reporting with national sustaina-
bility agendas and SDGs.

IR plays a broader societal role by promoting
transparency, accountability, and responsible busi-
ness conduct. Although the current voluntary envi-
ronment has not yet produced lower financing costs,
improving IR quality can support better public trust
1n corporate reporting, inform stakeholder decision-
making, and enhance overall governance culture.
Over time, credible integrated reporting can contrib-
ute to more sustainable investment behavior, im-
proved environmental and social outcomes, and bet-
ter alignment between corporate strategies and so-
cietal expectations.
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